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"IBM  runs  our  computer 
center  as  it's  supposed  to 
be  run — as  a  profit  center, 
not  a  cost  center." 

Kathy  Hudson,  Kodak 

Source:  Fo/tiyne  article 
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"I  haven't  lost  200  people, 
IVe  gained  50,000." 

Jack  Livingston, 
National  Car  Rental 

Source:  Fo/tune  article 
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Outsourcing 

•  Outsource  non-competitive 
activities  " 

•  Outsourcing  builds  flexibility 

•  Outsourcing  allows  focus 

Source:  HBR  Article 
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Key  Conclusions 

•  Vendor  profit  margins  are 
generous  (25-30%) 

•  Clients  save  up  to  40% 

•  Outsourcing — a  strategic 
decision  for  clients 

Source:  Fortune  arXlde 
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Key  Conclusions 

•  Some  risk  in  outsourcing 
development 

•  New  forms  of  corporate 
interdependence 

Source:  Fo/t^yne  article 
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"Outsourcing"  vs.  Buying 
Services 

1980s:  Services  achieved 
recognition 

1990s:  Overcome  prejudice 
against  buying  management 
services 
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"Outsourcing"  vs.  Buying 
Services 

•  Greater  commitment  on 
part  of  buyer 

•  "Partnership" 

•  Responsibility/risk  for  vendors 
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IS  Outsourcing  Areas 

1 .  Systems  operations 

2.  Applications  nnaintenance 

3.  Applications  management 

4.  Network  operations 

5.  Desktop  services 
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Information  Services  Industry 

Structure 


Total  Industry 


1 — 
Systems 

Applications 

1 

Professional 

 1 

Processing 

Software 

Software 

Services 

Services 

Products 

Products 

Turnkey  Systems  Systems  Network 
Systems      Integration    Operations  Services 
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Systems  Management  Opportunities 

Re-engineering   Applications  Applications 
Management    Maintenance  Management 

Syste^^^^"^^^^^^^*^^^^ 
Integration  Operations 

Applications  Professional   Network  Processing 
Software         Svcs.         Svcs.  Svcs. 
Products 
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Outsourcing  in  the  1990s 
What  is  Different 

•  Size  and  length  of  commitment 

•  Breadth  of  responsibility 
assumed  by  vendor 

•  Client  seeking  partner 
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Driving  Forces — Outsourcing 

Category 

Outsourcing 

Staff 

Scarcity  of  talents 

Technology 

Increasing  complexity 

New  technology 
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Driving  Forces — Outsourcing 

Category 

Outsourcing 

Response 

Service  requirements 
Flexible  operations 

Financial 

Cost  reduction 

New  scales  of  economy 

Management 

Executive  refocus 

OU-25 
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Inhibiting  Factors 

Outsourcing 

Category 

Outsourcing 

Management 

Loss  of  control 

Fallback 

Inability  to  reverse  decision 
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Inhibiting  Factors 

Outsourcing 

Category 

Outsourcing 

Financial 

Uncertain  savings 

Staff 

Threat  to  organization 
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Vendor  Orientation  to 
Outsourcing 


Equipment 
Manufacturer 


Professional 
Services 

Outsourcing 

 .  i> 

Software 
Products 

Processing 
Services 


Network 
Providers 
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Systematics 

Heritage 

Applications  management 

Focus 

Banking  industry  only 

Strength 

Industry  specialization 
Application  software 

Direction 

Systems  management 
(banking) 

OU-32 
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Andersen  Consulting 

Heritage 

Professional  services 

Focus 

Business  solutions 

strength 

Consulting  methodology 
Systems  development 
methodology 

Direction 

Systems  management 

OU-34 
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Electronic  Data  Systems 

Heritage 

Facilities  management 

Focus 

Systems  operations 

Strength 

Network  and  network 
management 
Huge  data  centers 

Direction 

Vertical  applications 
management 
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Buyer  Motivation  for 
Outsourcing 


Ranking 

1991 

1990 

Reduce  Operating  Costs 

1 

2 

Improve  Service  Levels 

2 

5 

Refocus  Executive  Attention 

3 

8 
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Buyer  Motivation  for 

Outsourcing 

Ranking 

1991 

1990 

Supplement  Internal  Skills 

4 

7 

Provide  Flexibility/Response 

5 

6 

Acquire  New  Technology 

6 

NM 

NM=Not  Mentioned 
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Systems  Operations 

(SO) 


INPUT 

SO-1 


Notes 
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so  Definition 

Contracting  for  all  or  a  major 
portion  of  an  IS  operation  on 
a  long-term  (more  than  one 
year)  basis 
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Types  of  Systems 


Operations 

1  ype 

riesponsiuiiiues 

Platform 

Operations  of  computer 

systems  and  their  networks 

Applications 

Operations  and  applications 

software 
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U.S.  Information  Services 
Market,  1 991-1996 


197 


1991    CAGR  1996 
12% 


MF-3 
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U.S.  Information  Services 
Marl<et,  1991-1996 


Processing 


118.3 


Servicei  W//////W/^26.6 


CAGR 
(Percent) 
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Network  ^9-4  ^1996 


10  20 
IVIarket  Size  {$B) 
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MF-4b 
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16 

INPUT 


Notes 


1/30/92 


©  1992  by  INPUT.  Reproduction  Prohibited. 


INPUT 


U.S.  Systems  Operations 
Market  Forecast,  1991-1996 


Applications  vs.  Platform 


Platform 


3.6 
^6.5 


CAGR 
(Percent) 

13 


Applications 

B1991 
□  1996 


^^^11.3 


so-  98 


0    2   4   6    8  10  12 
User  Expenditures 
($  Billions) 
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so  Market 

Manufacturing  Industry 


Discrete 


Manufacturing  /////. 


Process  |^^^o.5 
Manufacturing  Y/////7/A\A 

0     0.5     1     1.5  2 

User  Expenditures 
($  Billions) 


CAGR 
(Percent) 

20 


20 
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Insurance  Industry 
SO  Market  Components 


Platform  ^-Jy 


Applications  \  2 


■  0.5 


CAGR 
(Percent) 

12 
19 


m  1991 
El  1996 


0        12  3 
User  Expenditures 
($  Billions) 
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Health  Services 
SO  Market  Components 


Platform  ^0,9 


Applications  y////u  ■\ 


CAGR 
(Percent) 

13 
23 


m  1991 
0  1996 


112  3 

User  Expenditures 
($  Billions) 
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Leading  U.S.  SO  Vendors 

V  Ul  lUUi 

1990 

Market  Share 
(Percent) 

EDS 

14 

CSC 

6 

Systematics 

3 

SO-25a 
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Western  Europe 

Systems  Operations  Market, 

1990-1995  CAGR 

(Percent) 


Professional 
Svcs. 

Processing 


.2 
0.6 

% 

1  0.9 

?  1 
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Systems  Operations,  Western  Europe 

Industry  Markets 


1 989  Market 
($  Millions) 

Percent 
of  Total 

Process  Mfg. 

230 

22 

National  Gov't. 

190 

18 

Discrete  Mfg. 

180 

17 

Local  Gov't. 

140 

13 
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Systems  Operations,  Western  Europe 

Leading  Vendors  1989 

MarKei  onare 

tisi.  nevenues 

/        r/^Q  n+\ 

ercenij 

^vj)  Miiiionsj 

EDS 

10 

88 

Hoskyns 

6 

56 

Finsiel 

5 

45 

GSI 

5 

43 
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Systems  Operations 
Contract 

Impact  and  Benefits 
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so  Contract  Types 


Combined 

Resource 
Utilization 

Fixed  Price 


0     20    40    60    80  100 
Percent  of  Respondents 


SO-120 
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Typical  Contract  Performance 

Measurements 

Cost  Control 

Standards 

Schedules 

W////a^^ 

Response  Time 

Data  Security 

0 

10       20  30 

Percent  of  Respondents  INPUT 
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Systems  Operations  Benefits 

(Users'  Viewpoint) 

•  Business 

-  Cost  reduction/savings 

-  Increased  business  focus 

-  Improved  career  path 

-  Predictability 

INPUT 

SO-126 


Notes 


5/1/91 


©  1991  by  INPUT.  Reproduction  Prohibited. 


Systems  Operations  Benefits 

(Users'  Viewpoint) 

•  Technology 

-  Access  to  better  technology 

-  Improved  service  quality 

-  Improved  reliability 
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Vendor  Practices 
and  Strategies 
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Source  of  Clients 


Referals 
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Accounts 

Existing 
Client  Base 
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Sales  Activity 


RFPs 


^45 
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27 


Commercial 


Existing  Clients  izi  Federal 


Proactive 
Sales 
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Percent  of  Respondents 
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Typical  Vendor  Personnel 

Profile 


Systems  ^ 
Operations 

Tech.  Support 


Administration 
User  Support 


10    20    30    40  50 
Percent  of  Staff 
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Systems  Operations  Pricing 

(Vendors'  Viewpoint) 


Fixed  Price 

Transaction 
Resource 

Cost  Pius 
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Vendors 
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System  atics 


Software 


Turnkey  Systems 


D 


Systems  Operations 
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Systematics 

•  1990  sales  -  $255  million 

•  3,900  employees 

•  20+  years  in  finance/banking 

•  948  banking/finance  clients 

•  Acquired  by  Alltel 
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Systematics 

•  Targeted  markets 

-  Commercial  banks 

-  Saving  and  loans 

-  oreaiT  unions 

-  Mortgage  servicing 
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Computer  Sciences 
Corporation 


Systems  Integration 

L_ 

Systems  Operations 

L 

Professional  Services 
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Computer  Sciences 
Corporation 

•  1991  revenue  -  $1.7  billion 

•  22,000  professionals 

•  Strong  acquisition  activity 
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CSC  Outsourcing  Strategy 

•  Leverage  federal  experience 

•  Gain  commercial  market  share 

•  Focus  on  applications 
processing 
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GENIX 

Systems  Operations 

D 


Network  Mgt. 
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GENIX 

•  1990  sales  -  $50  million 

•  270  employees 

•  Recent  merger  with  MCN 
doubled  revenue  base 
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so- 21 5 
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\Jk  LI  N  l/\ 

•  Targeted  markets 

-  Manufacturing 

°  Process 

uiscrete 

-  Engineering 
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Conclusion 
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Systems  Management 

•  Market  of  the  1 990s 

•  Evolution  and  revolution 

•  Offerings  to  become  mix  of 

-  Information  technology 

-  Professional  expertise 

-  Business  execution 
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IS  Outsourcing  Areas 

1 .  Systems  operations 

2.  Applications  maintenance 

3.  Applications  management 

4.  Network  operations 

5.  Desktop  services 
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Outsourcing  Market  Waves 

Business 

0) 

o 
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Business  Operations  Market 

•  Potential  market  2  to  5 
times  information  systems 
expenditures 

•  Contractors  will  show 
reduction  in  overall  costs 
of  25%  or  more 
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Business  Operations 
Examples 

•  Insurance  claims  processing 

•  Telephone  company  yellow  pages 
operation 

•  Credit  card  operations 

•  Coupon  processing  for  retailers 

•  Fulfillment  for  direct  marketing 

IS-39 
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Electronic  Data 
Interchange  Markets 


Torrey  Byles 
EDI  and  Electronic  Commerce 
Program  Manager 
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EDI  Messages 


Buying  Co. 

Selling  Co. 

Request  for  quote 

Purchase  order 

Shipping  notice 

^  Invoice 

Payment 
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Mainstream  EDI  Markets 

•  Manufacturing 

•  Transportation 

•  Distribution 
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Specialized  EDI  Markets 

•  Health  care 

•  Finance 

•  Government 

INPUT 

ED-  96 


Notes 


i(y2i/9i 


©  1991  by  INPUT.  Reproduction  Prohibited. 


INPUT 


Emerging  EDI  Markets 

•  Travel  and  tourism 

•  Communications/media 

•  Education 

•  Construction 
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U.S.  EDI  Services  and 
Software  Market  1991-1996 


ED- 91 
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U.S.  EDI  Market  Growth 
by  Delivery  Mode 

|48 


Software 

Network 
Services 

Professional 
Services 


112 
148 


CAGR 
(Percent) 
19 


0  1991 
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ED- 90 


100    200    300  400 
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1991  Market  Share 
Leading  EDI  VANs 


Other 
($37.0) 


Kleinschmidt 
($10.0) 


RAILING 
($14.0) 


GEIS 
($37.0) 


1991  total 
market  =  $148  M 


IBM  ($20.0) 


Sterling 
Software 
($30.0) 


ED-  93 
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Distribution  of  Customer 
Revenues  by  Percentile  for 
EDI  Network  Services 


Customer  Base 

Average  Annual 

Percentile 

Network  Revenue  ($) 

85 

2,000 
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11,000 

1 

60,000 
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1991  Market  Share 

Leading 

EDI  Software  Vendors 

Other 
($12.0) 

1  25% 

^v^^  Sterling 
^  ($9.65) 

20%  \ 

Premenos 
($3.5)  ~ 

^ —      J  Supply  Tech 

\8%/ 
-X<9% 

\  18%  r"($8.5) 

GEIS 
($3.75) 

12%X     1991  total 
_J><         market  =  $48  M 

TSI- 
($4.2) 

IBM 
($6.0) 
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European  EDI  Market 

Components,  1991 

Software 

15°/oX 

Network  / 

Services  1  ^2% 

<^  23%  Professional 

\       /  Services 

Total  market  =  $1 00  million  input 
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Leading  European  EDI 
Industries,  1991 

Manufacturing 
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Distribution 

Services  ^  1 2 
Transportation 
Insurance 
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EDI  Software  and  Services 
Market — Western  Europe, 
1991-1996 


Network  1 

|62 

Services  ; 
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Software  J 
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EDI  Software  and  Services 
Market — Western  Europe, 
1991-1996 


Professional 
Services 

Total 
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m  1991 
□  1996 
CAGR  =  38% 
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French  EDI  Market,  1991-1996 
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Services 

Software 
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Services 
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French  EDI  Vendors 


1 990  Anticipated 

Vendor 

Revenues  (FF  M) 

GEIS 

20.2 

GSI 

11.1 

Transpac 

4.8 

Bull 

4.6 
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French  EDI  Vendors 

Vendor 

1 990  AnticiDated 
Revenues  (FF  M) 

Axone/IBM 

1.9 

EDS 

1.7 

Telesystemes 

1.5 
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European  EDI  Vendors 


Vendor 

EDI  Revenues 
($  M) 

Market  Share 

(%) 

INS 

23.7 

32 

GEIS 

13.9 

19 

AT&T  Istel 

9.7 

13 

IBM 

5.5 

7 

GSI 

2.7 
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European  EDI  Vendors 


Vendor 

EDI  Revenues 
($  M) 

Market  Share 

(%) 

SD-Scicon 

2.6 

4 

EDS 

2.1 

3 

Bull 

1.1 

1 

Transpac 

1.0 

1 

HP 

0.7 

1 
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1  rGnQS  in  tui 

•  Consolidaton  of  vendors 

•  Price  competition 

•  Growing  diversity  of  EDI 
applications 

•  Users  slow  to  integrate 

ED- 113 

•  EDI  architecture  changing 
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EDI  Vendor  Opportunities 
and  Strategies 

•  Community  solution/targeting 

•  Data  bases  and  utilities 

•  Suite  of  software  and  services 

•  EFT,  real  time,  international 
services 
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Definition  of 
Electronic  Commerce 

Electronic  commerce  is  the 
facilitation  and  recording  of 
commercial  transactions  among 
organizations  by  interorganizational 
computer-based  systems. 
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Electronic  Commerce 
Examples 

Agribusiness  -  ARI  Network  Services 
Pharmaceuticals  -  Sterling  Software 
Insurance  -  IVANs 
Retail  -  Sears,  Wal-Mart 
Transportation  -  (Port  Systems) 
Retail  -  Transnet 
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Electronic  Commerce:  Health  Care 


Application 

$  Millions 

EDI 

17 

Claims  processing 

300 

Claims  payment 

<1 

Electronic  information  services 

303 

Network  applications 

180 

Total 

800 
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Expenditures  on  Electronic 
Commerce  Services:  Health  Care 

Electronic  commerce  service 

.            expenditures  -  $800  million  (<1%) 

\    Total  administrative 
24%   \        "  ^^^^  billion 

ED-58 

/  Total  health  care 

expenditures  -  $676  billion 
  INPUT 
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Grocery  Electronic 
Commerce 


Service 

$  Millions 

EDI 

20 

Card  processing 

510 

Checl<  autliorization 

200 

Electronic  marketing 

100 

INPUT 
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Grocery  Electronic 
Commerce 


Service 

$  Millions 

Product  movement 

450 

Commodity  markets 

300 

Otiier 

200 

Total 

1,780 

INPUT 
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Expenditures  on  Electronic 
Commerce  Services:  Grocery 

r- — 0.3%  ($1.8  billion)  on  EC 

f         \   Total  grocery 
\  revenues  = 
$540  billion 

ED- 114 
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Expenditures  on  Electronic 

Commerce  Services: 

Transportation 

r—  <1%  ($260  M) 

on  EC 

\     Total  transport 

I     revenues  = 

/     $122  billion 

 ^  INPUT 
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Electronic  Commerce: 
The  New  Institutional  Framework 

•  Monopoly 

•  Standardization 

•  Finance 

•  Ownership 

•  Marketing 

•  Education 
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Shifts 

Software 

Structural  coupling 
Network 
Hermeneutic 


Hardware  

Market  transactions 

Hierarchy  

Cartesian  
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About  INPUT 


INPUT  provides  planning  information,  analysis,  and  recommendations  for  the 
information  technology  industries.  Through  market  research,  technology 
forecasting,  and  competitive  analysis,  INPUT  supports  client  management  in 
making  informed  decisions. 

Subscription  services,  proprietary  research /consulting,  merger/acquisition 
assistance,  and  multiclient  studies  are  provided  to  users  and  vendors  of  information 
systems  and  services.  INPUT  specializes  in  the  software  and  services  industry 
which  includes  software  products,  systems  operations,  processing  services,  network 
services,  systems  integration,  professional  services,  turnkey  systems,  and  customer 
services.  Particular  areas  of  expertise  include  CASE  analysis,  information  systems 
planning,  and  outsourcing. 

Many  of  INPUT'S  professional  staff  members  have  more  than  20  years' 
experience  in  their  areas  of  specialization.  Most  have  held  senior  management 
positions  in  operations,  marketing,  or  planning.  This  expertise  enables  INPUT  to 
supply  practical  solutions  to  complex  business  problems. 

Formed  as  a  privately  held  corporation  in  1974,  INPUT  has  become  a  leading 
international  research  and  consulting  firm.  Clients  include  more  than  100  of  the 
world's  largest  and  most  technically  advanced  companies. 


INPUT  OFFICES 


North  America 


International 


San  Francisco 

1280  Villa  Street 

Mountain  View,  CA  94041-1194 

Tel.  (415)  961-3300  Fax  (415)  961-3966 


Piccadilly  House 

33/37  Regent  Street 

London  SWIY  4NF,  England 

Tel.  (071)  493-9335  Fax  (071)  629-0179 


London 
INPUT  LTD. 


New  York 

Atrium  at  Glenpointe 
400  Frank  W.  Burr  Blvd. 
Teaneck,  NJ  07666 

Tel.  (201)  801-0050  Fax  (201)  801-0441 


Paris 

INPUT  SARL 

24,  avenue  du  Recteur  Potncare 

75016  Paris,  France 

Tel.  (1)  46  47  65  65  Fax  (1)  46  47  69  50 


Washington,  D.C. 
INPUT,  INC. 

1953  Gallows  Road,  Suite  560 
Vienna,  VA  22182 

Tel.  (703)  847-6870  Fax  (703)  847-6872 


Frankfurt 
INPUT  LTD. 

Sudetenstrasse  9 

W-6306  Langgons-Niederkleen,  Germany 


Tel.  0  6447-7229  Fax  0  6447-7327 


Tokyo 
INPUT  KK 

Saida  Building,  4-6 

Kanda  Sakuma-cho,  Chiyoda-ku 

Tokyo  101,  Japan 

Tel.  (03)  3864-0531  Fax  (03)  3864-4114 
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